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A BRIEF SUMMARY 


OF THE 

RECOMMENDATIONS OF 
THE LOCAL FINANCE ENQUIRY COMMITTEE 

{Prepared by the Office of the All-India Institute of Local Self-Government). 

The Report of the Local Finance Enquiry Committee appointed by the 
Government of India in April 1949, (Government of India, Ministry of 
Health, Letter No. 13-7-48-63, LGS, dated the 2nd April, 1949) was released 
to the public on Monday the 16th April, 1951. 

The report covers full 617 royal octavo size pages, with the main report 
occupying 354 pages and the minutes of dissent 132 and the statistics and 
summary, etc., taking up the remaining pages. 

The personnel of the Committee comprised the following:— 

Chairman:—Shri P. K. Wattal. 

Member:—Shri R. K. Sidhwa; Shri C. D. Barfivala; Shri R. N. Agrawal; 
Shri P. B. Gole; Shri R. D. Kapila; Shri K. N. A. Gownder; Shri M. B. L. Dar; 
Shri S. K. Gupta; Shri B. D. Mirchandani; Shri S. N. Sapru. 

Swretary:—Shri Dayaldas Sobhraj. 

Out of the ten members of the Committee, only eight actually signed the 
report and six of them subject to a minute of dissent. 

The subjoined is a brief summary of the recommendations made in the 
main Report and in the minutes of dissent. 

RECOMMENDATIONS MADE IN THE MAIN REPORT 

Finance and Function^ : 

The desperate financial plight of local bodies should not be made a ground 
for reducing them to practical impotence and consequently the wholesale 
transfer of functions to the State Governments should be avoided as a retro¬ 
grade step. Further there should be a steady enlargement of the fimctions of 
local bodies so that they may, in the new set up, be used more and more as 
instruments of national policy. 

Demarcation of Resonrces: 

A convention be established by which the net proceeds of the following 
13 sources shall be exclusively available to the local bodies:— 

1. Terminal taxes on goods and passengers carried by railwy, sea or air. 

2. Taxes on lands and buildings. 
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3. Taxes on mineral rights. 

4. Taxes on the entry of goods for consumption, use or sale. 

5. Taxes on consumption or sale of electricity. 

6. Taxes on advertisements other than those in newspapers. 

7. Taxes on goods and passengers carried by road or inland waters. 

8. Taxes on vehicles other than mechanically propelled. 

9. Taxes on animals and boats. 

10. Tolls. 

11. Taxes on professions, trades, callings and employments. 

12. Capitation Taxes. 

13. Taxes on entertainments. 

ADDITIONAL SOURCES 

Tax on railway passengers in important centres of trade and industry 
and a hotel tax. 

Local taxation of mines and quarries on output basis appropriate. 

Exemption enjoyed by Railway collieries to cease. 

Tax on bullock carts in rural areas. 

Tax on rickshaws, where not existing. 

Surcharge on transport fares by road or inland waters at 3 to 12 pies per 
passenger. State Government to levy it and share proceeds with local bodies, 
retaining one-third for its own use. 

The question of raising rate of property tax from 16^ to 17^ per cent in the 
case of properties with the annual valuation of Rs. 500 and below in the City 
of Madras, should be revived and the rate of tax on timber raised to Rs.20. 

Bombay Corporation should consider the desirability of introducing 
equivalent additional tax, in the event of the State Government deciding to 
withdraw from the Urban Immovable Property tax. 

The machinery of valuation and collection of taxes in Bombay should 
be tightened. 

Improvement Trusts: 

Following sources should be reserved for Improvement Trusts and 
Development Boards:— 

1. Aimual contribution of 2 per cent of the rateable value from muni¬ 
cipal funds. 
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2. SEare from the proceeds of (1) entertainment tax and (2) terminal 
tax on passengers. 

{Note .—^The existing arrangement under which the Madras Corporation gets 
practically the whole of the entertainment tax and the Calcutta 
Corporation the entire income from terminal tax on passengers 
should not be disturbed). 

3. Betterment tax. 

4. Government grants. 

Borrowings of Trusts should be entirely centred in the Government and 
the rate of interest should not exceed 1/4 per cent over that paid by Government. 

Compensation for acquisition for slum clearance should be limited to 
market value of land with no payment for structures or on account of 15 
per cent solatium. 

Village Panchayats: 

Every Village Panchayat should levy the following two taxes compulsorily 

(1) House tax or chulla tax or circumstances and property tax; and 

(2) General sanitary cess— 

There should be no compulsion in the matter of Labour tax. 
Unconditional allotment of 15 per cent land revenue raised in the 
Panchayat area. 

Surcharge on transfers of immovable property within the area. 
State Government should bear— 

(0 two-thirds of the salaries and allowances of the Panchayat exe¬ 
cutives; and 

(h) the entire cost of the village watch and ward establishment if 
entertained at Government’s instance. 

Panchayats to be allowed free use of State lands and entrusted 
with the collection of land revenue on behalf of Government on 
co mmi ssion basis and encouraged to undertake as many remunera¬ 
tive enterprises as possible. 

Taxation-General: 

Local bodies not utihsing their existing powers of taxation have no claim 
on the financial resources of the State. 

Subject to prescribed maximum limits, local bodies should have inde¬ 
pendent powers of taxation. But where a local body is unwilling to tax itself, 
the State Government should have the power to impose or raise a tax. 
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Property Taxes: 

Existing system of local taxation of properties should continue and the 
hardship to owner-occupiers may be alleviated by introducing inflexibility in 
valuation. 

State Governments should withdraw from the field of property taxes on 
condition that an equivalent local tax is introduced by the local body concerned. 

Levy of property tax should be compulsory. 

Maximum and minimum rates should be statutorily prescribed and pro¬ 
gressive scales of taxation introduced. 

State Governments should re-imburse local bodies for exemptions granted 
at their instance. 

Exemptions should be periodically reviewed and an up-to-date list main¬ 
tained. No exemption should be allowed where a service is actually rendered. 

No remission should be granted for vacancies of less than 90 consecutive 
days. 

Where ‘actual’ rent is lower than the ‘reasonable’ rent, the latter should 
be adopted as basis of assessment. 

Machinery should be subject to property tax, as in the U. K. but not 
furniture. 

Rental value basis preferable to capital value basis though not opposed 
to the latter where already in vogue. Alternative basis at the option of the 
owner should not be permissible. 

Concession in rate of tax in the case of buildings the cost of which exceeds 
certain figure granted under certain Acts should be abrogated. 

Revision of valuation lists in Calcutta should be simultaneous in all wards. 

Valuation of properties, the tax for which is payable by the chief execu¬ 
tives of the local body, should be determined by independent agency, as in 
Madras. 

Recording grounds for reduction in valuation or assessment should be 
statutorily obligatory. 

Local body should have the right of appeal against decisions of the Revising 
Authority. 

Detailed work regarding the preparation of valuation lists should be 
entrusted to a central organisation of trained valuers to be created by each 
State Government. 
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Cost-of-service principle not capable of practical application. 

Present classification of ‘services’ into ‘general’ and ‘special’ illogical. 

Local Fund Cess: 

Collection charges should be remitted. 

Rates in West Bengal, Punjab, Orissa, Madhya Pradesh, Assam, Ajmer 
and Coorg require to be upgraded. 

Existing rate in Bihar should be earmarked for general purposes and sepa¬ 
rate education cess levied. 

Interests of district boards should not be allowed to be prejudicially 
affected by the abolition of zamindars. 

Proceeds of local cess in municipal areas should be handed over to the 
municipalities. 

Terminal Tax and Octroi: 

Entry regarding Terminal tax should be transferred from the Union to 
the State list or else proposals for its levy should be favourably considered by 
the Central Government; otherwise there is no alternative to octroi, as the 
largest single source of revenue from indirect taxation. 

Model schedules of octroi in each State should be prescribed by the State 
Governments and the rates on necessaries of life kept as low as possible. 

State commercial undertakings should be subject to local taxation. 

Levy of octroi on postal parcels should be facilitated by Government. 

Profession Tax: 

Taxation schedules should be revised to correspond with the upper limit 
of Rs. 250, permitted by the Constitution. The latter limit should, however 
be raised to Rs. 1,000. 

Levy of profession tax should be compulsory where either house-tax, or 
octroi or terminal tax only is being levied. 

Choice of basis of assessment may be at the discretion of the local body 
concerned. 

Assessment and collection of profession tax in municipal and Panchayat 
areas should lie with the local body concerned but elsewhere it must be attended 
to by the Revenue Department. 


License Fees: 

Mmicete and slaughter houses should be self-supporting. 
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Madras State move to vest monopolies to run markets in local bodies and 
prohibit private markets by legislative, action, may be adopted by other 
Governments. 

Periodical review of scales of license fees desirable. 

Rates should be adequate to cover the cost of regulation. 

Periodical scrutiny to see whether any of the licensed trades could be 
subjected to profession tax. 

Railway Properties: 

Present stress on payment-for-services-rendered, as a criterion for pay¬ 
ment of local taxes on railway properties, unjustified. An Act of Parliament 
should prescribe the principles of valuation, taxation and apportionment. 
Local bodies must be conceded adequate representation on Assessment 
Authority, if setup, and have the right of appeal against awards of arbitrators, 
appointed under the Railways Act. 

Government Property: 

State Government property should be subject to local taxation. While 
Union Government should make contribution in lieu of such taxes including 
the Betterment tax. 

Privileged treatment accorded to oflScial residences, in the matter of 
valuation, should be withdrawn. 

Port Trust Properties: 

Agreements entered into by the Madras and Calcutta Corporations with 
their respective Port Trusts in the matter of valuation and assessment of pro¬ 
perties should be continued and where assessment on profit basis is agreed 
upon, the form of maintaining accounts should be determined by an inde¬ 
pendent authority. 

Tribunals comprising a qualified Accountant and an experienced Engineer 
prescribed over by a High Court Judge should be constituted to deal with 
disputes relating to rateable valuation. 

Collections : 

State Governments should prescribe a standard percentage of collections 
to demand and audit should see that it is duly observed and mention its 
nonobservance in their reports. 

Penal interest at 6i per cent should be levied on all arrears of taxes. 

Free use of coercive measures in the collection of taxes advocated. 

Distress warrants may be used for recovery of taxes and fees only but not 
for rents of lands, whidi may be recovered through the collector, as an arrear 
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of land revenue. Both moveable and immoveable properties may be pro¬ 
ceeded against for recovery of taxes and fees. 

Persons in arrears of taxes to be disqualified from offering for election. 

There should be provincial cadre for higher financial personnel. The 
head of financial administration in bigger municipalities should be a highly 
qualified and specially selected person. No financial liability may be incurred 
without examination by and report from such officer. 

State Assistance : 

State should assist'local bodies with adequate grants where they are 
unable to achieve the minimum national standard of efficiency from their own 
resources. 

In investing local bodies with wider responsibilities, the State Government 
must place at their disposal adequate funds to discharge them. 

Care should be taken to ensure that grants do not have the effect of en¬ 
couraging in local bodies unwillingness to develop their own resources. 

Assignments of revenue preferrable to grants-in-aid. The latter should 
be used only as a last report as complementary, to remedy inequalities. 

Fifteen per cent of the net proceeds of land revenue, not already assigned 
to the village Panchayats, should be assigned to district boards. 

State Governments should share with local bodies the receipts from the 
motor vehicles tax but not those of the Sales tax. 

Payment of grants should be systematised and brought on some definite 
understandable principles. 

State budgets should include particulars regarding all kinds of Govern¬ 
ment assistance to local bodies. 

OTHER AMELIORATIVES 

Education: 

Local bodies should be entirely relieved of liability regarding secondary 
technical and collegiate education. 

Governments of Bombay, Uttar Pradesh and Punjab should consider 
seriously whether an education cess, as in Madras, may be levied by local 
bodies with their jurisdiction. 

Municipalities in West Bengal should levy education cess at rates pres¬ 
cribed in the Bengal Primary Education Act, 1919. 

Rate of education cess in Bihar may be raised, if the revenue at present 
rates is inadequate to meet expenditure on education. 
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In Madras, the contribution from general funds of local bodies for edu¬ 
cational purposes should not exceed the proportion of such contribution now 
bears to the local income (excluding Government grants) and the balance 
must be borne by the State Government. 

Medical and Public Health: 

Local bodies should be relieved of responsibility to spend on the following 
services and the entire expenditure on them should be provided by the State 
Governments:— 

1. Public vaccination. 

2. Prevention and suppression of infectious and dangerous diseases. 

3. Estabhshing and maintaining public hospitals and dispensaries 
and carrying out other measures necessary for pubhc medical rehefs. 

Communications: 

State Governments should prescribe standards of road maintenance and 
make grants on the basis of road mileage. 

Public Utility undertakings: 

Motor transport can be successfully undertaken only by the bigger Muni¬ 
cipalities. In rural areas, the State should manage it and share proceeds with 
local bodies over whose roads the service runs. 

Local bodies engaged in the business of generation and distribution of 
electricity should continue to do so and allowed a free hand in the appropria¬ 
tion of profits. In regard to new schemes, local bodies competent to run 
them should have the first preference. 

REMAINING SUGGESTIONS 


Audit: 

There should be internal audit stafif in addition to the Accountant and 
local bodies re'ieved of the lability to contribute towards the cost of Govern¬ 
ment audit, wherever levied. 

Examiner Local Fund Accounts should regard himself not only as an 
auditor but as a financial adviser of local bodies. 

Borrowings: 

Proceedings in regard to loan applications should be simplified and final 
orders on them should issue within four months of the date of their presentation. 
Since State can borrow more cheaply, it is desirable to have a co-ordinated 
loan policy in which interests of the Union Government, the State Govern¬ 
ments and the local bodies are considered together. 
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Madras and Bombay Corporations should be allowed the facility to receive 
ways and means of advances, repayable within the year from their respective 
banks and similar facilities may be extended to other local bodies. 

Rate of interest should not exceed one-quarter over that paid by the 
State Government. 

Local bodies should be encouraged to repay loans earlier than the due date. 

Section 20 of the Indian Trusts Act may be amended to include loans to 
local bodies in bigger cities. 

Establishment of Municipal banks by bodies other than the city municipal 
corporations not practical. 

Budgets: 

Subject to the maintenance of the prescribed closing balances, the power 
to sanction budgets should vest entirely in the local bodies with full powers to 
make reappropriations and supplementary allotments. 

Practice of requiring local bodies to earmark percentages of their re¬ 
sources for particular objects must cease. 

Present restrictions on power to sanction works expenditure should be 
relaxed. 

Restrictions on the investmet of spare funds require revision. 

Where Government decide to control a local service, they should entirely 
pay for it from their own revenues. 

MINUTES OF DISSENT 

I. Shri S. N. Sapru: 

(i) An additional stamp duty at 2 per cent on transfers of immovable 
property should be allowed to all Improvement Trusts/Deve¬ 
lopments Boards; and 

(//) the Madras Improvement Trust should also have a share of the 
entertainment tax, as recommended by the Committee for other 
Trusts, even if it has to be given by the Municipal Corporation 
having to reduce its own share. 

n. Shri M. B. L. Dar : 

(i) Each State should have an independent centralised machinery 
on the lines of the State Public Service Commissions for the 
recruitment of personnel of local bodies on the basis of pre¬ 
scribed minimum qualifications and standard rates of pay. 
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( h) Lack of restrictions on the powers of local authorities to transfer 
amounts from one head to another or to increase provision 
under a budget head when budgets are first presented to them 
leads to waste and should be discouraged. 

(/»■) Supervisory guidance by an eflScient Inspectorate, as in Madras, 
necessary to give expert guidance and advice to local bodies, 
to ensure that fullest use is made of the money proposed to be 
spent. 

in. Shii C. D. Barfivala: 

He starts his note by referring to the fundamental differences among the 
members on many important issues on which they found themselves “clmost 
divided into two sections.” One section “made almost a fetish of ‘efficiency’ 
and evinced little faith in the working of representative institutions,” as it 
appeared to be convinced that the only reform needed was ‘‘in the direction 
of bureaucratising the local administration, glorifying Audit and provinciali¬ 
sing several local functions and that the level of local taxation in India was very 
low and that it should be raised to as high a pitch as possible.” 

On the other hand, while conceding the many shortcomings of local 
bodies, Shri Barfivala remains ‘‘an ardent advocate of de-officialised de-cen¬ 
tralisation,” believes that ‘‘in a vast and abjectly poor country like ours, func¬ 
tional and financial decentralisation was the only workable, suitable and 
economical policy" and consequently pleads that “the fear of local malad¬ 
ministration is unnecessarily exaggerated.' His solution accordingly is that 
“the Provincial Governments must divest themselves of many of their res¬ 
ponsibilities by devolving them on local bodies or associations of local bodies.” 

In view of this fundamental difference in outlook, the views embodied 
in the note of dissent are easily distinguishable into two separate parts— 
the one exposing the unworkability of some of the suggestions made in the 
main report and the other making recommendations under the remaining heads. 

Pitch of Local Taxation: 

For instance, Shri Barfivala does not subscribe to the view that the Iqvel 
of local taxation in India is very low and that it should be raised and proceeds 
to show by authoritative statistical and other data that the incidence of local 
taxation in this country is not very low as is commonly supposed and illustrates 
his view point by comparing the rates obtaining in England. For a valid 
appraisement, he emphasises that relevant factors must be considered and 
weighed properly. 

Shri Barfivala tries to remove the popular fallacy that local taxation in 
India is very low by comparing the per capita income in India with that in the 
United Kingdom. He points out also the danger of omitting t notice the 
relative strength of the rural and urban population in the two countries and 
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of their respective price indices. He further points out that “local taxation” 
elsewhere includes even land revenue whereas it is excluded in the percentages 
of local taxation, arrived at in India. 

Dangers of Progressive rates: 

He is similarly opposed to local taxation at progressive rates^and points 
to the dangers of such a step, as it would never reflect true ability to pay. The 
inequalities of wealth distribution should not be the aim of taxation at the 
local level. Though he would have no objection to progressive rates in the 
case of “tax on trades, professions and callings” nor to a surcharge on income 
tax in lieu of progressive local property tax. 

Floating Population: 

He finds it difficult to support the proposal for the taxation of “floating 
population” in the shape of a tax on railway passengers in important centres 
of trade and industry or a tax on road transport in the shape of a surcharge on 
fares. 

Machinery: 

He is definitely opposed to the taxation of machinery for property taxes 
and considers that the introduction of any such foreign innovation in our 
system of local taxation at the present stage of our country will only result in 
warping the growth of our infant industries and introduce complexity in local 
taxation and must therefore be ruled out. 

So called Service taxes: 

He exposes the futility of insistance on the pursuit of theory of equating 
cost and expenditure in respect of essential services which must be rendered 
equally to the rich as well as the poor irrespective of their tax-paying capacities 

Exemptions: 

He is opposed to the suggested abolition of property tax exemptions and 
favours their retention in deserving cases. 

Outside Valuers: 

Nor does he favour the introduction of “outside agency” for the valua¬ 
tion of properties but suggests that before such agency is invoked some superior 
officer of Government should visit the municipal area, scrutinize valuation 
and assessment of one-two percent of properties and if the report of such officer 
reveals the necessity then general revision may be undertaken. This, accord¬ 
ing to him, will retain local freedom and make for efficiency and impartiality. 

Taxation-last resort : 

For stepping up local finances Shri Barfivala’s suggestion is that “our 
guiding policy should be on the lines of the principal canon laid down in the 
Prussian Law of 1893, that taxation should not be resorted to till all other 
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methods of procuring finance have been tried and found insuflScient.” He 
accordingly recommends that “local bodies wiU have to be encouraged to 
increase their non-tax revenues by entrusting pubhc utility concerns to their 
management,” assisted by substantial loan facilities guaranteed by Govern¬ 
ment or at cheap rates of interest from Government and in suitable cases “may 
be asked to conduct some industries.” “Municipalisation will have to be 
resorted to on a large scale.” Where nationalisation or provincialisation is 
undertaken local bodies concerned will have to be made sharers in the profits. 

All pubhc lands shoujd be transferred to local bodies. 

The State Governments should withdraw unconditionally from the field 
of “Taxes on houses and lands” in favour of local bodies. 

Union Government should avoid resort to policies hkely to deprive local 
bodies of taxes or contributions in lieu and Federal grants due from the centre, 
e.g., in the matter of taxation of railway and other Union Government pro¬ 
perties. Local authorities should be relieved of all financial responsibility 
in the matter of primary education. 

Assignment of further resources: 

Under “assignment and sharing of sources of revenue”, Shri Barfivala 
recommends that the demarcation of resources between the Union, States and 
local bodies should preferably rest on statutory basis, and “the localisation 
of a progressively increasing share in the following sources as the overall target 
which the State Governments must set before themselves as the ultimate goal 
for attainment by stages:— 

1. Land revenue (Entry 45—List 11). 

2. Taxes on Agricultural income (Entry 46—List II). 

3. Succession and Estate duty on agricultural income (Entry 47-List II) 

4. Succession and Estate duty on other than agricultural land (Entry 
87—List I). 

5. Taxes on sale of goods other than newspapers (Entry 54—List II). 

6. Non-Judicial stamps other than those levied by the Union (Entry 
44—List HI). 

Port Trust Properties: 

In the matter of local taxation of Port Trust properties, Shri Barfivala 
advocates extension to Bombay and Calcutta of the Madras system which is 
based on a percentage of gross earnings subject to the modification that per¬ 
centage figure be raised to correspond with the rise in the level of property 
taxation and be subject to periodical revision and not static for a long time. 
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Terminal Tax and Octroi: 

The recommendations under “Terminal tax, Octroi and Sales tax” are as 
under: 

1. That the financial position of local bodies and conditions in India 
are such that the levy of indirect taxes by local bodies cannot be 
dispensed with. 

2. That fresh levy of terminal taxes being banned by the Constitution 
of India, the levy of octroi becoms inevitable unless the alterna¬ 
tives proposed below are pressed into service. 

3. That the system of refunds in octroi gives rise to many evils. The 
Punjab method of octroi “without refunds” appears to eliminate 
those and should therefore be investigated furt. er and adopted, if 
found suitable. 

4. That octroi on ad valorem basis may bring in larger income but is 
highly objectionable as it gives rise to greater corruption and has 
definite adverse effect on trade. 

5. That the abolition of terminal taxes and octroi and the introduction 
of a system of sharing proceeds of sales tax between the States and 
local bodies ofiers the best remedy. 

6. That as an alternative to sharing sales tax, a surcharge on sales 
tax may be tried— 

(i) Where terminal tax and octroi are not levied; 

(//) Where terminal tax and/or octroi are levied but their com¬ 
posite burden is not too heavy. 

diovenunent Grants: 

Under “Government grants,” Shri Barfivala observes that “separation 
of some definite sources of income and sharing of others should be adopted 
to the extent of fulfilling the normal requirements of local finance. The grants 
should come in only as supplementary to these methods of financial adjust¬ 
ment.” In order to mitigate the present discontent against the system, the 
payment of grants “should be reduced to some definite and easily compre¬ 
hensible formulae by laying down, by statute, the extenfto which the execu¬ 
tive Government could use the system as a weapon of control over local bodies 
individually or collectively, e.g .— 

((■) That departments should be entitled to see that grants made for 
specific purposes are not used for a different purpose; 

(/i) that in the case of percentage grants extravagance is not encouraged; 
and 

(/») that in the case of block grants the case for “need” is not exaggerated. 
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Provincialised deplored: 

He deplores the present day tendency in favour of provincialisation and 
explains how in the long run it will prove costly and stunts the growth of local 
executives as useful public servants and ultimately detract from their all-round 
efficiency. He is definitely of the view that “if local bodies are to collaborate 
effectively in the task of national reconstruction and if every rupee of the tax¬ 
payer is to yield an equivalent return or a better value than it yields today, let 
us transfer as many functions as possible to local bodies and endow them with 
all possible funds, which the State can spare, for carrjng out functions.” 

Greater Bombay: 

Under “Greater Bombay” he deplores that the Shroff Committee did not 
feel called upon to go into wider questions of assignment on separation of 
sources of revenue but contented itself by devoting attention to mere tem¬ 
porary adjustment of financial situation, viz, by raising the annual Govern¬ 
ment grant from Rs. 9^ to Rs. 25 lakhs. He accordingly recommends that 
in view of the great financial responsibility devolved on the Corporation by the 
absorption within its limits of suburban areas both urban and rural, the 
Government of Bombay should make adequate contributions for a number of 
years. But the immediate need, according to him, is to assign entire proceeds 
of the entertainment tax and an appreciable share of the betting tax, petrol 
dffiy and tobaccoo duty while the Government’s share towards expenditure 
on primary education should be very substantially increased. Further the 
question of permitting surcharges on certain provincial taxes should be inves¬ 
tigated and the Corporation empowered to levy them, wherever feasible. 
Consequently he advises the appointment of a competent Committee to go 
into the question of the Corporation’s finances before the position deteriorates 
further. 

Improvement Trust and other Ad hoc bodies: 

According to Shri Barfivala the creation of ad hoc bodies like Improve¬ 
ment Trusts only results in the deprivation of local self-governing bodies of 
some of their fundamental statutory functions by transferring them to the, 
nominated bodies “and accordingly constitutes a fraud on the electorate” in 
as far as it prevents them from “excercising the right of controlling* services 
through their duly elected representatives.” His advice therefore is that 
“Government should avoid creation of such ad hoc nominated bodies and 
wind up the existing ones.” Funds and resources placed at their disposal 
should be transferred to the local bodies concerned.” If it is considered 
absolutely necessary in any very exceptional case, the only body that should be 
entrusted with the duty should be a special Committee of the Municipal body 
or bodies within whose jurisdiction such a scheme is to be carried out and all 
financial help which the State Government can give should be given to such a 
Committee. As a final resort, if necessary, a town planning scheme may be 
drawn up incorporating all the necessary provisions including slum clearance 
or housing to be carried out by the local body concerned, with Government 
materially financing it. ' 
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Village Panchayats: 

For toning np the finances of Village Panchayats his recommendations 
are as follows;— 

(1) A substantial share of land revenue notless than25 per cent to be 
assigned immediately to be increased progressively by 5 per cent 
every year to 50 per cent. 

(2) A labour tax at rate of so many hours per year with all safeguards 
against abuses.' The present arrangement in some Acts giving 
option to pay in labour should be reversed and the tax should be 
primarily leviable in labour with option to pay in cash or kind. 

(3) Tax on agricultural products either as an independent levy or as 
a substitute for any of the present should be considered. 

(4) Surcharge on a number of taxes should be permitted at the option 
of the Panchayats. 

(5) Absolute relief from financial responsibility regarding education. 

(6) Salary and allowances of the chief executive to be borne by State 
at least to the extent of 3/4ths as in Bombay. As far as posible, 
the executive work should be done in an honorary capacity by the 
riiembers, as in the Punjab. 

(7) State Governments should transfer as much land as possible to the 
Panchayats. 

(8) Panchayats should be encouraged to undertake as many enterprises 
as possible including co-operative farming and dairies. 

(9) They must be made agents for all State and District work. 

(10) A sort of relationship between Panchayts and Co-operative de¬ 
partment should be established to enable them to work on the 
basis of multipurpose societies. 

(11) The functions of law and order should be decentralised as in the 
West Bengal and the State made responsible for the salaries and 
allowances of the chaukidars. 

(12) The connotation of the term Village Panchayats should be made 
uniform in all State legislative measures as-the term has found place 
in the Constitution of India. 

Audit Raj'; 

He characterises the recommendations under the chapter on “Audit” 
as an effort “to modify somewhere, intenify elsewhere and in the end to glorify 
“auditocracy” with a view to instal it side by side with vitalised bureaucracy.” 
This, he observes “is typical of all conclusions set forth in this chapter and 
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particularly glaring in the case of the recomniendation that the Examiner, 
L.F.A., should regard himself not only as an auditor but also as a financial 
adviser of local bodies.” He doubts the practicability of this suggestion 
because “an auditor is not an administrator but an accountant. By his very 
training and equipment an accountant is the least qualified to advise in 
administrative matters. The officers of the Accounts and Audit Department 
can only judge figures but not facts. Whether in the particular given circum¬ 
stances, a local body official or member could have acted otherwise than he 
did can only be judged by an administrator. Not familiar with the actual 
problems of administration, the auditors are unable to view matters in their 
proper perspective.” 

Having thus discounted the ability of audit to assist in administrative 
matters, he dismisses the recommendation regarding subjecting the Bombay 
Corporation accounts to audit through the Examiners agency, as unnecessary. 
Since the absence of any provision to that effect in the Bombay Municipal Act 
did not necessarily imply that the audit by the Corporation’s auditors was 
by any standards defective or less effective than the Examiner’s. The recom¬ 
mendation besides overlooked the provisions of Sec. 54 providing for the 
appointment of the Municipal Commissioner by Provincial Government. 

He condemns the recommendation regarding “internal audit” as seeking 
“to superimpose on local bodies a replica of the costly state machinery without 
conferring any tangible benefit” and adds that in the anxiety to test its work¬ 
ability, sight has been lost of “the chronic want of funds at the disposal of 
local bodies.” “The crux of the problem however is whether in their present 
state of finances, the local bodies can afford this extra luxury recommended in 
the main report or will they afford to do so at any foreseeable future. If not 
the innovation cannot merit any serious consideration.” On the other hand 
“the proposed new system would be moreover cumbrous and costly” and one 
“likely to facilitate, evasion, red-tapism and result in enormous delay in 
making up the final accounts.” “The very suggestion regarding transmission 
of vouchers to the district head-quarters is replete with the risk of loss of 
vouchers themselves and the consequent confusion. It is imperative that the 
vouchers should never leave the office of the local body. The recommenda¬ 
tion savours of unnecessary suspicion of local bodies” 

Surcharge dangerous: 

He points out that the power of “surcharge” was “a.dangerous weapon 
in the hands of individuals, which in its actual working only tends to damp 
the enthusiasm of laymen out to serve the community.” Je doctrine of 
Ultra Vires on which the system of surcharges is worked “confronts the local 
authority at every turn and acts as a great handicap on the initiative of local 
Self-Government.” “Auditors are neither lawyers nor economists so their 
order regarding so called “surcharges” are more of a mechanical type and 
uniformity of mathematical value.” 
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CONCLUSION 

Shri Barfivala is conscious of the fact that the probable effect of his recom¬ 
mendations may be to strengthen local finance at the cost of the States. This 
however, he considers unavoidable. In his analysis of the relative claims of 
the three layers of Government, he recognises that “the demand of the Centre 
that its financial position must be strong will have to be conceded willy nilly.” 
“But as between the States and local bodies,” he considers “the financial 
weakness of the States is not such a great calamity as the perennial bankruptcy 
of the local bodies.” 

IV. Shri P. B. Cole: 

States that he has carefully read Mr. Barfivala’s note of dissent and that 
it correctly represents his views. He therefore contents himself with express¬ 
ing his full concurrence with what is stated in Mr. Barfivala’s note and 
concludes:— 

“Without wishing to cast the slightest reflection on other esteemed 
members of the Committee” Mr. Gole says, that it is his duty to add, “that 
the main report owes much to Mr. Barfivala’s great ability, extensive study 
and long and varied experience and above all to his reasoned advocacy of the 
cause of Local Self-Government. The Ministry of Health did extremely well 
in appointing him on the Committee and local bodies will always feel grateful 
to the Ministry for his appointment.” 

V. Shri R. K. Sidhwa : 

Agreed with the majority view, subject to the following modifications:— 

(/) That a Local Bodies Board may be estalished at the Centre, under 
the control of the Central Government, to look after the work of 
all local bodies and to nominate persons to carry on the admini¬ 
stration of local bodies in the event of supersession. 

(//■) That exemption from property tax should be in favour of the follow¬ 
ing categories of persons; 

(a) Widows solely-dependent for maintenance on rent; or 

(h) When the rent realised is under Rs. 50 per annum. Subject 
in both the instances to the general condition that the number 
of buildings owned in each case shall be one. 

(;//) That in addition to Nazul lands. Government wastelands in muni¬ 
cipal areas should also be handed over to the local bodies. 

(/r) That there should be no exemption to any private individual. 

(v) That the upper limit of Profession tax should not be raised beyond 
Rs. 250. 
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(v’l) That the disqualification for non-payment of taxes should be fora 
period from 3 to 5 years according to the amount of arrears involved. 

(vii) That portion of the motor vehicle tax should be granted to local 
bodies, particularly the municipalities. 

(viii) That Improvements Trusts must cease, after the area is improved. 

(/.v) That octroi be replaced by terminal tax and abolished, forthwith. 
Until the Constitution is amended. Government of India must 
permit levy of terminal tax and increase in rates on certain items. 

(-v) That sales tax should be levied and developed in all States subject 
to Central regulation and the receipts distributed among local 
authorities. The tax is likely to be. more readily acceptable to the 
tax-payers if its receipts are earmarked for local bodies. 

(xi) Shares the general view expressed in the report regarding the 
Village Panchayats but considers separate types of grants will be 
necessary for these bodies and consequently suggests that the State 
Governments should formulate a policy different from that applied 
in the case of other bodies to meet the special conditions prevailing 
in the villages. 

Vr, Shri R. D. Kapila: 

Finds fault with the policy and procedure adopted by the Committee 
in making enquiries and drafting proposals and accordingly disagrees with 
most of recommendations maOe in the report, (he enumerates about 30 of them) 
which he concludes will not solve the financial worries of the local bodies. 
Some of the objections urged by him are:— 

That Government was taken to be always in the right and non-official 
local bodies to be always in the wrong. 

Differences in Approach: 

That the dominating idea of the chairman and the official members appeared 
to be to vest the Government with all powers relating to the raising of revenue 
for the purposes of local bodies and to suggest safeguards against misuse of 
whatever nominal powers may have been left over with the local bodies on the 
assumption that local bodies were highly corrupt and unfit for the exercise of 
real powers of administration and that the officials of Government invariably 
acted in the best interests of the people. 

That the Committee had to move in narrow grooves devised by the British 
authorities and the only scope left was to suggest increments in the incomes 
of local bodies in a manner not likey to conflict seriously with the policies and 
wishes of the State Governments, whose officials practically dominated the 
proceedings and carried their propositions mostly in the teeth of opposition 
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from the non-official members who invariably were in a minority on account 
of the inability of some to attend. 

That the Committee ignored some of the most important aspects of the 
problems, e.g .— 

1. Requirements of planned development. 

2. Inelasticity of local revenue. 

3. Constitutional drawbacks, 

4. Ideal of democracy. 

5. Economy in expenditure. 

f). Burden on the poor, 

7. Suitability to the Indian conditons of life. 

Differences enumerated: 

He summaries his differences of opinion with the Committee as under:— 

1. That the real problem of local finance had not been touched and 
the report did not show the financial position of local bodies as 
k is and will be after the recommendations arc implemented. 

2. That the devices for improving the financial position of local bodies 
need not have been restricted to the raising of more income only 
but should have included economies in administration by changes 
in structure and redistribution of functions. 

3. That a clear-cut separation of responsibilities and resources of local 
bodies from those of Government should also have been suggested 
as a preliminary reqirement of dealing with the problem since the 
present arrangement is most confusing and misleading. 

4. That the root cause of the financial difficulties of local bodies 
lay in the restrictions Government places directly or indirectly 
on the levy of taxes by local bodies as also in the encroachment 
upon their resources by levying new taxes under different names. 

5. That instead of engaging in a vain search for new taxes to rope in 
poor and lower middle classes for purposes of local taxation and 

. for exacting more money from Government, the Committee should 
have concentrated attention upon a thorough examination of the 
sphere already allotted to local bodies and should have endeavoured 
to discover scope for exploiting the same. 

Government Assistance: 

On the subject of Government assistance, his views are— 

1. That there should be a clear cut division of functions and financial 
resources between the Government and the local bodies so that 
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the latter may develop a sense of responsibility in administration 
and Government may not exercise powers of control and 
interference in local affairs and at the same time hold the local 
bodies responsible for efficiency in local administration. This 
division should be made by an independent commission to be 
set up by the Central Government. 

2. Grairts should not be given except in rare cases due to some extra¬ 
ordinary circumstances and should on no account be a norma! 
source of income of any local body recurring every year. 

3. For the purpose of performing certain functions of the Govern¬ 
ment by local bodies for reasons of administrative efficiency and 
convenience, the local bodies should function as mere agents of 
Government and the Government should pay for the expenditure 
incurred by local bodies for the performance of such functions and 
also exercise such powers of supervision and control relating to 
them as may be decided upon in each case. 

Other Local Authorities: 

Regarding the finances of district boards, village panchayats and Im¬ 
provement trusts, he argues that as the future of these bodies is in the melting 
pot, the consideration ofTecommendations on this subject should be postponed 
until after a decision regarding their future structure is ttUcen. 



